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Abstract: In an era of market volatility and geopolitical uncertainty, traditional Enterprise Resource Planning (ERP) engines succeed
at predicting demand volume but often fail to isolate and control shifting cost drivers. This white paper introduces a structured
Procurement Forecasting and Cost Reduction (PFCR) framework designed to bridge the gap between demand forecasting and granular
cost management. By decoupling raw material (metal) market fluctuations from core fabrication costs, establishing lightweight Bills of
Materials (BOMs) for key items, and standardizing dual-perspective tracking between internal metrics and supplier breakdowns,
organizations can transform procurement from a reactive administrative function into a proactive driver of value. The proposed
methodology provides supply chain leadership with a scalable blueprint for accurate financial forecasting, streamlined Value
Analysis/Value Engineering (VAVE) collaboration, and sustainable procurement cost optimization.
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1. Introduction

Strategic procurement requires balancing two core
imperatives: accurately predicting demand and optimizing
overall supply chain costs. While modern Enterprise Resource
Planning (ERP) systems effectively address demand
forecasting through built-in planning engines, capturing
precise cost dynamics remains a challenge.

This white paper presents a structured methodology for
tracking granular cost breakdowns- specifically isolating raw
material commodity spikes from fabrication expenses- and
details how consolidating this data unlocks significant value
across procurement, engineering, and supply chain operations.

2. Defining Procurement Forecasting & Cost
Reduction (PFCR)

Procurement Forecasting and Cost Reduction (PFCR) sits at
the intersection of demand planning and proactive cost
optimization:

PFCR = Demand Prediction + Total Cost Optimization

Most organizations utilize mature ERP platforms that leverage
historical demand fences and forecast accuracy metrics to
predict when and how much to purchase. However, the true
competitive advantage lies in controlling the second half of
the equation: lowering total procurement costs.

Achieving this requires procurement teams to negotiate
beyond simple surface-level prices. By creating a unified
platform to consolidate varied buyer perspectives, supplier
cost breakdowns, and market fluctuations, organizations can
move from reactive buying to strategic cost management.

"Mckinsey & Company Insights
https://www.mckinsey.com/industries/energy-and-materials/our-
insights/the-next-wave-of-value-in-the-materials-supply-chain

3. Why Granular Cost Tracking Matters

In volatile market conditions shaped by shifting geopolitical
dynamics, raw material prices- particularly metals- fluctuate
sharply. Even when product demand remains steady, total
procurement spend can vary wildly if cost drivers are not
transparently tracked.

Key Value Drivers:

o Decoupling Raw Material & Fabrication Costs:
Fabrication costs (the total expense incurred to convert raw
materials into finished components) must be tracked
independently from commodity price swings to maintain
negotiation leverage!.

e Streamlining Cross-Functional Collaboration: Cost
reduction requires close synergy between Procurement,
Supplier Quality, and Engineering. Teams regularly
collaborate on Value Analysis/Value Engineering
(VAVE)?, component design adjustments, alternative
material sourcing, and Supplier Cost Structure (BCS)
evaluations.

« Eliminating Operational Friction: Without a centralized
system to record design adjustments and negotiation
history coherently, organizations waste excessive internal
hours untangling historical pricing decisions and supplier
commitments.

4. Essential Components of the Procurement
Model

To effectively consolidate cost data, the framework focuses on
two primary entities: The Item and The Supplier.

1) The Item (Bill of Materials Visibility)
While traditional systems rarely maintain a Bill of Materials
(BOM) for raw or semi-finished materials, establishing even
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a lightweight BOM that highlights metal/commodity content
offers a massive advantage.
o Material Separation: Isolate raw commodity weight/cost
from the overarching component price.
o Fabrication Calculation: Automatically derive baseline
fabrication costs using the formula:
Fabrication Cost = Total Component Cost
— Raw Metal Content Cost

2) The Supplier

Supplier engagements vary significantly depending on

transparency levels and project stage:

e Cost Transparency: Suppliers may provide full cost
breakdowns, partial views, or unbundled quotes.

e Product Evolution: Upcoming design modifications,
New Product Introductions (NPI), or alternate sourcing
strategies directly reduce component dependency.

3) Core Data Attributes to Capture
To maintain complete clarity, the data structure should capture
metrics from both Company and Supplier perspectives:

Category Key Metrics & Data Points
Item Item ID, Category, BOM Availability, Standard
Metadata Price, Average Price
Financial Currency, Exchange Rates, Historical Base Rates
Parameters
Cost Metal/Commodity Cost, Fabrication Cost, Adder
Elements Costs, Total Unit Cost

5. Methodology: Calculating Procurement
Spend & Cost Elements

Calculating total projected procurement spend requires
merging ERP demand forecasts with granular cost element
modeling.

The Calculation Framework
1) Demand Base: Pull forecast volumes directly from the
ERP planning tool.
2) Baseline Unit Price: Apply the established Standard or
Average Cost for the current fiscal year.
3) Element Disaggregation: Deconstruct the total cost into
granular layers:
Total Procurement Spend = Forecast Volume x (Metal
BOM Cost + Fabrication Cost + Adder Costs)
4) Dual-Perspective Tracking: Store and evaluate these
baseline costs from two distinct viewpoints:
o Internal Perspective: Standard cost, internal target
price, and historical baseline.
e Supplier Perspective: Quoted breakdown, actual
market index, and negotiated cost adjustments.

By structuring procurement data around these explicit
components, organizations can accurately predict financial
exposure, track VAVE savings, and build a scalable digital
tool for strategic cost management.

Conclusion

Accurate procurement forecasting requires more than simply
knowing how much to buy and when; it demands a deep,
structured understanding of what drives the price. While
modern ERP engines reliably handle the volume side of the

equation, true cost optimization relies on transparency at the
item and supplier levels.

By implementing the PFCR framework, organizations can:

o Isolate Market Volatility: Protect margins by separating
raw metal commodity swings from baseline fabrication
and adder costs.

o Enhance Cross-Functional Efficiency: Eliminate lost
time and fragmented data by maintaining a single, coherent
system of record for engineering, quality, and procurement
teams.

« Empower Strategic Negotiations: Leverage detailed
BOM visibility and dual-perspective (internal vs. supplier)
cost breakdowns to drive meaningful VAVE initiatives
and fair-value supplier negotiations.

Adopting this granular approach to cost tracking equips
supply chain professionals with the actionable intelligence
needed to mitigate risk, streamline operations, and
consistently capture cost reduction opportunities in an
unpredictable global market.
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knowing how much to buy and when; it demands a deep,
structured understanding of what drives the price. While
modern ERP engines reliably handle the volume side of the
equation, true cost optimization relies on transparency at the
item and supplier levels.

By implementing the PFCR framework, organizations can:

o Isolate Market Volatility: Protect margins by separating
raw metal commodity swings from baseline fabrication
and adder costs.

e Enhance Cross-Functional Efficiency: Eliminate lost
time and fragmented data by maintaining a single, coherent
system of record for engineering, quality, and procurement
teams.

« Empower Strategic Negotiations: Leverage detailed
BOM visibility and dual-perspective (internal vs. supplier)
cost breakdowns to drive meaningful VAVE initiatives
and fair-value supplier negotiations.

Adopting this granular approach to cost tracking equips
supply chain professionals with the actionable intelligence
needed to mitigate risk, streamline operations, and
consistently capture cost reduction opportunities in an
unpredictable global market.
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  PFCR = Demand Prediction + Total Cost Optimization


  Fabrication Cost = Total Component Cost − Raw Metal Content Cost



